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KEY ECONOMIC INDICATORS 
(values in $millions unless noted) 


1989 1990 1991p 1992e 


Domestic Economy 
Population (number) 253,482 259,581 263,475 
Population Growth Rate (%) 0.7 1.5 iS 
GDP (billion kronur) 305.5 382.5 385.2 
GNP (billion kronur) 292.2 367.5 370.2 
GDP 5,332 6,208 
Real GDP Growth 0.0 1.4 
Consumer Price Growth (%) 23.3 7.0 


Production and Employment 
Unemployment Rate (%) 


Govt. Budget Deficit(% of GDP) 


Balance of Payments 
Exports, f.o.b. 1,398 


Imports, c.i.f. 1,401 
Trade Balance +3 
Current Account Balance -72 
Foreign Debt (year-end) 2,385 
Debt Service Paid 374 
Debt Service Ratio 
(% of export revenue) 19.3 
Foreign Exch. Reserves (year-end) 348 
Average Exchange Rate (IKR=$1) 57.29 


U.S.-Icelandic Trade 
U.S. Exports to Iceland (c.i.f.) 154 
U.S. Imports from Iceland (f.o.b.) 200 
U.S.Trade Balance -46 
U.S.Share of Iceland’s Exports (%) 11.0 
U.S.Share of Iceland’s Imports(%) 14.3 


Notes: p = preliminary; e = estimate 


Principal U.S. Exports to Iceland, 1991 ($millions): aircraft & 
parts, 40; motor vehicles & parts, 17; foodstuffs, 8; tobacco, 6; and 
computers & parts, 5. 


Principal U.S. Imports, 1991 ($millions): fish, fresh, chilled or 
frozen, 172; shellfish, 11; and pumps, 8. 





SUMMARY 


After several years of rapid growth, the Icelandic economy entered 
a period of recession in 1988. This decline is expected to deepen 
in 1992 with gross domestic product (GDP) contracting by 3 percent 
or more in real terms. A shrinking supply of cod and a consequent 
need to reduce the catch of this commercially important fish for 
the next few years make the prospects for recovery look bleak. 
Unemployment seems certain to rise beyond 3 percent, a very high 
level in the Icelandic context. On the bright side, low inflation 
and declining real wages are increasing the international 
competitiveness of Icelandic goods. Combined with the continued 
pressure on consumption and investment from the recession, this 
improved competitiveness could lead to a dramatic shift in the 
trade account from a sizeable deficit in 1991 to a possible small 
surplus in 1992. Further gains will be limited, however, by the 
problems of the fishing industry and other export sectors. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Icelandic economy had a mildly favorable year in 1991 with 
real GDP growing 1.4 percent. Although this was a marked 
improvement from the zero growth of 1988-90, it was considerably 
lower than the nearly 7 percent average annual growth of 1985-87. 
Real gross national income grew 2.9 percent in 1991 after 3 years 
of decline. The economic growth of 1991 was almost entirely due 
to an increase in export prices for fish and a large fiscal 


deficit. Icelandic export prices increased 11 percent while 
import prices rose only 3 percent, producing a 7 percent 
improvement in the terms of trade. The fiscal deficit was 

3.3 percent of GDP in 1991, up from only 1.3 percent in 1990, as 
public consumption grew nearly 5 percent. 


Fishing is the most important economic activity in Iceland, 
accounting for 20 percent of employment and 80 percent of 

exports. The total catch was 1.1 million tons in 1991, down 

30 percent from 1.5 million tons in 1990. Most of the decline was 
due to a poor harvest of capelin, which fell from 700,000 tons in 
1990 to only 250,000 tons in 1991. Capelin, however, is a 
low-value species, and with the 12 percent rise in fish export 
prices, the total value of the fish catch in real terms declined 
only 6 percent. The real value of the fish harvest fell 8 percent 
during 1988-90, which contributed to the stagnation of the economy 
during that period. The cod catch in 1991 declined 7 percent to 
310,000 tons, but the harvest of other high-value demersal species 
grew 3 percent to 350,000 tons. The harvest of other species 
remained about the same. 


Iceland seems likely to experience economic difficulties through 
the end of this century. Real GDP growth in 1992 is officially 
projected to decline 3 percent, but the drop may prove to be as 
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large as 4 or 5 percent, as economic troubles continue to mount. 
Private consumption is expected to fall by 4 percent and 
investment by 9 percent, while public consumption remains 
unchanged. Export prices for fish, aluminum, and ferrosilicon 
have been depressed in 1992, resulting in a 4 percent drop in the 
terms of trade. In addition, the government announced that the 
number of tourists arriving in Iceland as of mid-1992 was only 
one-half the figure for the same period of 1991. 


In an April report, the National Economic Institute (NEI) forecast 
real GDP growth of 1 percent per year from 1993 through 1995, but 
these projections now seem unrealistic, given the deterioration in 
conditions since then. A GDP decline of 3 percent in 1993 is not 
improbable and a recovery in 1994-95 is unlikely given the need 
for large cuts in cod quotas, declining activity at the Keflavik 
NATO base, and the generally depressed commercial situation. 


The fish catch in 1992 probably will be about 1.5 million tons, 

a 40 percent increase from 1991. Cod will decline about 

15 percent, as will other demersal fish, but the capelin harvest 
may triple in size from its low 1991 level. Even though the 
volume of the fish catch is expected to be larger, the total real 
value will decline 2 percent because of lower export prices and an 
increase in the harvest of lower value species, i.e., capelin and 
herring. Average prices for Icelandic seafood products were down 
2.4 percent during the first half of 1992. Future cod catches 
will decline significantly. In June, the government-run Marine 
Research Institute (MRI) recommended a 75,000 ton cut in the cod 
quota for the 1992-93 fishing year, which begins September 1. 

The drop from 265,000 tons to 190,000 tons would represent a 

30 percent decrease in the volume of Iceland's most important 
commercial fish, and an estimated loss for the national economy of 
10 billion Icelandic kronur (IKR) ($170 million). The MRI has 
proposed cod quotas of 175,000 tons for the 1993-94 and 1994-95 
fishing seasons, further damaging hopes for a recovery in those 
years. These cuts are deemed necessary by MRI fishery biologists 
to rebuild stocks and probably will not be reversed. The MRI also 
recommended a 20,000 ton increase in the harvest of other 
high-value demersal species such as haddock, saith, and halibut, 
and advised that it would be safe to triple the harvest of 
deep-sea red fish to about 35,000 tons. 


Low wages and price growth is one of the few bright spots for the 
Icelandic economy. The deep-rooted inflation that characterized 
the economy for many years has subsided substantially. Consumer 
prices grew at an average annual rate of nearly 40 percent from 
1980-89, but this dropped to 15 percent in 1990 and only 7 percent 
in 1991. The annualized rate for 1992 is presently less than 

4 percent. Nominal wages increased less than the rise in consumer 
prices, so that real wages in 1990-91 declined nearly 

5 percent. Another 1 percent decline is expected in 1992. 
Inflation is running below the rate of Iceland's major trading 
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partners in Western Europe, boding well for its international 
competitiveness and terms of trade. In addition, a national wage 
agreement signed in April 1992 projects wage increases of only 
1.7 percent through March 1993, which should help keep inflation 
low and possibly increase competitiveness. 


With the decline in economic activity, unemployment is becoming 

a serious problem. Unemployment rates in the 1980s were 1 percent 
or less, including a low of 0.5 percent in 1987. Since that time, 
the rate has slowly crept upward, reaching 2 percent in 1990-91 
and 3 percent or more in 1992. Official forecasts project 
unemployment of 3 to 4 percent next year, but some observers 
believe rates could go as high as 7 percent. While low by the 
standards of most countries, these rates are considered very high 
in Iceland. Unemployment will be a continuing problem, especially 
in areas outside of Reykjavik, as employment in the fishing 
industry declines. Alternate employment in industries which are 
economically viable is not available in these areas. Declining 
employment at the Keflavik NATO base will aggravate the problem. 

A free trade zone has been proposed in the Keflavik area to absorb 
excess labor, but such a facility is difficult to envision unless 
government regulations and local business practices are changed to 
create more favorable operating conditions. 


Employment and economic prospects could improve if a number of 
proposed projects actually come to pass. Among these proposals is 
the free trade zone noted above. More likely is a boost to the 
building industry from construction projects, including some at 


the Keflavik NATO base. Another project on the drawing boards is 
a major new aluminum smelter which would be built by a consortium 
of three foreign firms, led by the U.S. company Alumax. Work on 
this facility will not be started until aluminum prices rise from 
their current low levels, but once begun it would increase 
construction levels and provide permanent jobs. Another major 
project being discussed is the laying of a 1,000 kilometer 
electricity transmission line from Iceland's east coast to the 
Scottish coast. This project is expected to be extremely 
expensive (about $900 million) and technologically complex, and 
would take many years to complete. It would be five times longer 
than any existing undersea cable. Iceland lacks the capital and 
technology to develop this project on its own and would depend on 
substantial foreign support, but such assistance may be 
forthcoming if the European Community (EC) enacts a proposed 
"carbon tax" or if energy prices increase sufficiently. 


Foreign Sector: The balance of payments in 1991 experienced a 
significant deterioration, especially on the current account and 
merchandise trade balances. The current account deficit more than 
doubled to IKR 18.7 billion ($316 million) from IKR 7.8 billion 
($133 million) in 1990. This was 4.9 percent of GDP and the 
largest share since 1982. The deficit is expected to improve 
marginally in 1992 to about IKR 15 billion ($256 million), 
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or about 4 percent of GDP. The trade deficit deepened to 

IKR 9.9 billion ($168 million) from IKR 4 billion ($69 million) 
surplus in 1990. The growth in the deficit stemmed from a 
combination of a 3 percent decrease in exports and a 4 percent 
increase in imports. Most of the increase in imports was in goods 
for general consumption. Imports of aircraft remained high as 
Icelandair entered the last stages of a fleet modernization 
program. In 1990 the United States was the source of 80 percent 
by value of Iceland's aircraft purchases. 


The trade outlook for 1992 is somewhat better: trade is now 
projected to be roughly in balance or slightly in surplus. Most 
of the improvement will come on the import side as a contraction 
in national expenditures will decrease demand for imported 
consumption and investment goods. The 1991 surge in imports was 
based on expectations of rapid economic growth and loose fiscal 
policies. Now a more restrictive fiscal policy is being followed, 
and with expectations of a weak economy, import demand will 
contract. Imports could fall more than 5 percent in real terms. 
However, "special imports"--basically investment goods--are likely 
to grow more than 10 percent in real terms as aircraft and ship 
purchases will remain at a high level for another year at least. 


Prospects for trade in the mid to late 1990s are not favorable. 
While the NEI forecasts that exports will grow by 1-2 percent per 
year, this seems unlikely. A much smaller cod catch will preclude 
increased fish exports and large increases in the mineral industry 
are unlikely, unless the second aluminum smelter comes on line. 


Increased value added in the fishing industry is a possibility, 
but is not likely to produce large gains. With a decline in the 
ability to pay, imports will necessarily decline. In addition, 
modernization of the aircraft fleet will be completed soon and 
these large imports will cease. 


As Iceland has successfully stabilized domestic prices, it has 
also stabilized its exchange rates. The weighted average of the 
krona has been basically unchanged since December 1989, the 
longest stable period since the krona was first allowed to float 
in 1973. The real exchange rate in 1991 rose by 2.7 percent in 
terms of relative prices and by 2.9 percent in terms of relative 
labor costs. Iceland's competitive position is improving, as 
domestic price rises are less than its major trading partner's and 
the exchange rate is kept stable. 


The government established a new currency basket for the IKR in 
January 1992. The major change was the use of the European 
Currency Unit (ECU) in place of a trade-weighted basket of 

17 currencies. This change began an adjustment process which the 
government anticipates will lead to linkage of the IKR with the 
ECU. The new basket is as follows: ECU, 17 percent (versus 

73.8 percent previously for the 17 European currencies); U.S. 
dollar, 18 percent (formerly 18.5 percent); and Japanese yen, 

6 percent (formerly 7.7 percent). 
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IMPLICATIONS FOR THE UNITED STATES 


The depressed condition of the Icelandic economy will make it a 
difficult market for U.S. exporters for the foreseeable future. 
Not only are domestic consumption and investment declining, but 
the number of bankruptcies has grown at an alarming rate. 
Exporters are encouraged to take the customary commercial 
precautions to insure payment when shipping goods to new contacts. 


An additional hurdle may be created for U.S. exporters beginning 
in 1993, when the EC agreement with the European Free Trade 
Association (EFTA) on a European Economic Area (EEA) is scheduled 
to come into force. While most trade in manufactured goods 
between Iceland (an EFTA member) and the countries of the EC and 
EFTA is already duty free, some nonmanufactured goods are subject 
to tariffs, and there are various nontariff restrictions and 
import levies on certain other products. The EEA will eliminate 
most of these remaining barriers, and will lead to the 
harmonization of most Icelandic commercial regulations with EC 
standards. These changes will give EC and EFTA countries an edge 
against competitors, including the United States, which still must 
pay duties. With Icelandic tariff levels ranging up to 30 percent 
on many imports, and even higher on a select few, some U.S. 
products will simply not be competitive in this market once the 
EEA goes into effect. 


However, good opportunities will remain, even in this difficult 
economic environment, for firms willing to make a commitment to 
the Icelandic market. U.S. firms which have had the greatest 
success in Iceland have either offered a highly differentiated 
product for which there is virtually no competition or have been 
willing to work closely with their local agents to meet the 
requirements of the market. Businesses note, for example, that 
Iceland's small market prevents them from ordering goods in the 
volumes common in other European markets. They complain that U.S. 
firms often do not like to deal with these smaller export 
transactions, but this is one of the costs of doing business here. 


Icelanders are alert to U.S. consumption trends, and American 
brands have market power. For example, not only does Iceland have 
the highest per capita consumption of Coca Cola in the world, but 
the Coca Cola brand is considered to be the most widely recognized 
trademark in the country. The broad penetration of U.S. media 
into Iceland through movies and television programs gives wide 
exposure to goods and services common in the United States. New 
products which become popular in America generally become popular 
in Iceland within a short time. 


Following are some of the areas which the U.S. Embassy believes 
offer the best prospects for U.S. exporters: 
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Automotive Products: There has been an increasing demand in 
Iceland for U.S. automotive products and spare parts. The reasons 
for this are unclear, but it may be the result of a liberalization 
of Iceland's auto import regulations a few years ago, which put an 
increased number of vehicles on the road. These vehicles may now 
have reached an age where they require more maintenance and 

repair. In any case, the demand is there, and seems likely to grow 
as sales of new vehicles are down due to the recession. 


Foodstuffs, Sweets, and Grocery Items: Icelandic grocery importers 
are interested in U.S. sources of supply for all varieties of 


canned and packaged foods, sweets, cleaning and household supplies, 
and paper products. Imports of fresh meat and dairy products, 
however, are prohibited under Icelandic law. Regulations on 
chemical additives and packaging may affect the import of foods and 
beverages and require special modifications for the market. These 
rules are based on Scandinavian standards, so items accepted for 
import in those countries are likely to be accepted here. 


Housewares and Household Appliances: There is good demand for 
houseware items and small kitchen appliances. This includes 
plates, cookware, cutlery, and linens. Space saving items designed 
for smaller kitchens have the best chance of success. All 
electrical equipment should be able to operate on 220 volt, 

50 cycle current. Exporters will need a local agent to provide 
after sales service. Most potential importers will be looking for 
a supplier who can offer a full range of products in this area. 


Sporting Goods and Leisure Products: Demand for sporting goods 
remains strong despite the recession. Quality and durability are 
generally more important than price for the typical Icelandic 
buyer. Outdoor items should be suitable for a colder, damper 
climate than is common in most of the United States. Specific 
items of interest include camping gear, off-road equipment for 
four-wheel drive vehicles, snowmobiles, and skiing gear. 


Toys and Games: As noted earlier, Icelanders are alert to trends 
in the United States and consequently are interested in the same 
toys and games that are popular there. For example, Iceland 
experienced a fad for products based on the characters from the 
Simpson's TV program only a few months after the same fad swept the 
United States. If a toy is popular in the United States, it has a 
very good chance of being successful here. 


Investment Opportunities: Iceland's new foreign investment law, 
adopted in March 1991, liberalizes most forms of foreign 
investment, but maintains some limitations in the fishing, airline, 
and banking industries. Transactions over IKR 250 million 

($4.5 million) per year, or which would lead to foreigners owning 
more than 25 percent of an economic sector, require the permission 
of the Minister of Commerce. The Icelandic Government welcomes 
foreign investment and is actively seeking partners for industrial 
projects which would make use of Iceland's abundant hydroelectric 
and geothermal power resources. 





